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* Inventories in Postwar Business Cycles

(i)

_ BUSIHEES inventovies registered n sizable advance in ihe gstfm.. These currently wnounted to about $100 Lillion,

" opening quarter of 1958, e rise in nonfarm stocls was >odds are continuously flowing into and ent of this vast reser-

the first in more than a year and followed a Em iod of liquid-  voir Bo that the total is nhwaysfluctuating.  The nat change—
ation which had reached its maximum in first half of  or investmeni—in_inventories dl.u'ul% s period reflects nob

1058 before tapering sharply with the subsequent improwe-  only incresses or decreases programed by the business com-

ment of business. mﬁs in tia two previons postway recover-  munity in response to purrent or anticipated needs, but also
> jes, the swing in inventories accounted for s substantial  the unplanned accummlations or depletions that result from
fraction of the increase in national ou@ub—nppmximaﬁg unforeseen factors, such as rapid shifts in demand.

* ope-third since the first qunrter 1958—and hag in Changes in business intmtories raact in a highly sensitive

with other demond elemenis to stimulaie econcmic . dnd complex manner to movements in other economic vavi-
The Arst quarter inventory advance centeved in durable

goods mannfacturing, in which earlier reduetiones had been

pm’t.imlﬁ heavy. Inoaddition, ib reflected specind develop- II'WEI'I“QI’Y Patterns

Y ments, smeh as wnuanal incresses in the inventories of gﬂ
metals, machinery, and other steel-using industries, in an- “Wider swings in dwable gaods
ticipation of possible interruptions in supplies, e

ceumlaéion in nepdurable goods mannfosturing and in - - 20
trade was moderate, ag lquidation in these industries had CHANCE (N IHVENTONRS
beent much more limited. A sizable advance in dealers’ in- : :
ventories of new cors to meet expested inereages In mnrket
demand and to enlarge floor was the principal factor
inthe rise registered at retail.

+ Even though affected by special developments, the current
mvantory pomtion 15 brondly similar to asspoiated with
the enxly stag%s of recovery in the two earlier postwar busi-
ness cycles. Following the nsual pottern, inventory liqui-

i dation continued after the :ﬁtum of economie activity, and

' the inventory-GNFP ratio fell well below average. FPrelim-

' inary date for the opening quarter of 1850 indicate a further
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* the recently released OBE publication, I8, [ncome and war A 53 5 i 5
Cutpui (ses announcemant on the back cover of this issue) o
pravide a basis for viewing developments in ive. In reflect the grecter volaliliy in demand
preparing the volume statisties wnderlying the GNP measure 200
¢f mventory changs wers carefully rg'P‘lBWﬂd. In nrtm;.- ANAL FUSCHASIE

v lar, & mnjor effort went into the adjustment of the basic

quarterly series to eliminate seasonal variations. The meth-

* ods usedf which are described on page 98 of the report, ware

thes outcome of intensive test) several altmnative ap-

proaches to this difficult ares of statistical adjustment.
While the estivontes were constrsted by separata ogprm-
];{elﬁ of seven major aub?w, the difficalty of oblaining
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able detailed resulis udes publication of the com-
ponent series. It is helleved, however, that some useful
+. groupings of the underlying components ten be made which
* are suffivient to indicate the broad patterns of inventory
‘movements in the postwnr period. .
These inventory movements reflect changes in the iotal
stocic of nonfarm 1nventories in the pipelines of the economic 40
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4 - SURVEY OF CURRENT BUSINESS

ables and—given the ln:rﬁe volume of total inventory hold-
i an important element in the chain of events that
account for the short-run behavior patterns of the economic

system.

Some of the specific conclusions mg&‘sa’ied by the examina-
tion of the mbmr record are as follows: v

1. Apart from cyclicnl fuctuations, the ratio of nonfarm
business inventories to GNP wos essentinlly stable through-
out the war decads. -As compared with the 1920-20
period, Tatio was about one-fourth lowar.

2. Although cyclical flustuakions in the total stock of
nventories wers moderate in tnge terms, the absoluta
changes were large and volaiile and accounted for a sub-
stantinl fraction of the quarterly changes in national output.

3. The ayclieal fluctnations in inventories sccurred mainly
in durable goods. Lo .

Inventory movements, in Jine with the pattern of gen-
eral business activity, were characterized by extendad oils
of growth fullnwedy h%nshn declines confined to vely
shorts%am of time. ench of the broad inventory woves,
]iqbuid“ ion cancaled only part of the previous aceumulation,

. The bighest rates of accumulation generally occurred
well in advance of the peaks of business activity, although
invantories continue to grow until after the syelical devwn-
turn took place. Tn contrast, stovk liquidation reached its
maximum ot or near the trough of the business cycle and
thereafter tapered fairly rapidly.

6. Thae total stock of invemtories torned down approxi-
mately one gquarter after the peak in GNP, and burned up
up,}:-mximgtaly two qu rt.e.rsngfer the trough in activity.

. ate sharp liguidetions after business downtwrns,
the relatively larger declines in output resulted in stock-
oniput ratios which remained high thronghout the perind
of coniraction wnd showed substantial improvement only
after the vecovery of business had begun.

Measurement of inventories in GNP

Since inventories ave to be examined in the GNP frame-
;;;F:E’ the way in which they entar into GNP will be reviewad

jefly.

Hu:gt of the gross national product is measured in terms
of sales nf g sud services to major purehager groups—
CONSUMErs, husiness investors, government, snd Ioreigners.
Ta eonvert the ate of national aales of final prodoects
into o measure of national production, thae change in bnsiness
inventortes is added to these sales—or deducted, if negntive.

in the current-dollar s national prodact all salss are
maasnred at sorrent market prices-—ie., physical units sold
are expressed ab the prices that final purchasers pay for
them, Tn harmony with this treatment, inventory change
also reflects the change in physteal volume expressed in terms
of the current prices of the peried. _

Howevar, the change in Inventories a5 it iz obtained ind-
tially fromn the pecounting records of business (chnange in
“booi" values) on which the national product estimates of
invantory chamge sra based, does not conform to this prin-
eipla of valunatien. Though additicns to inventories are
valued ot current prices on the books of business, the inven-
tories atﬁ?t are 0 a[?d eDnater t(]i'je. cost of s sold are
Senelr not =0 valued. pending on the accomnting
methods used, their valuation may ﬂﬁgﬂl't widely from our-
rent prices, For instance, undsr the prevalant first-in, first-
out {FIF(}) method it in part the prices of pricr
necounting periods.  Accordingly, 1n measuring the inven-
tory component of GNP s “inventory valuntion adjustment”
iz introduced which, in effect, serves to express uventories
used up in produstion—md hencs fotal net inventory
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ahanges—in current-dollar terms, in conformity with the
volnation of other GNP compouents. It may he notad that
this method of inventory valuation is very similar to the
Jagt-in, first-out (LIFQ} method. ‘

The bock volug concept of inventory change will net be
used fareher in this article. :

In the constant-dollar measure of GNP, all components are
expressed in terms of the prices of & common baze peried so
a8 Eo eliminate the influence of changing prices and to fopus
on physical-volume change. The constant-dollar data on
inventory change are & component of the constant-dollar or
itpag]® national product. They measure tha physical
or real ehange in the yolume of business inveniories,

The detailed deflntion of GNP was caryied out in terms of
rices. Howaver, inasmuch as 3t is easier to grasp
uickly comparisons that are made in terms of recent price
evels, the charts and text-analysis that empley constent-
dollar figuree are in terms of 1957 prices.  In addition, the
following discussion deals exclusively with nonfarm inven-
torien,

ANALYSIS OF POSTWAR PERIOD

Both the stock of nonfarm business inveatories and the
national produet inorensed in resl terms by spprox-
mately two-fifths from 1947 to 1058, The broad composition
of inventory holdings changed little over this peried.

In spite of variations in the relative annual rates of
of business inventories and GNT', the average of the begin-
ning and mdinﬁ]}nmtoﬁ% when related to gross national
p&ﬁmﬂ; fell within the comparatively narrow range of 22
to 2514 percent in every year of the postwar period.

The gquartsrly ratics Hnctuated more mar orer the
conrse of snecessive business ?cles, Howerer, since devia-
tions from the average were of velatively shoré duration, the
mfuence of the quurterli' movements was in large port offset
in the anmual fignres. 1t will zlso be notad later that while
total stocks showed a Telatively stable relationship to GNP,
changes in these stocks—both annual and quarter]ly—dis-
played o wery high degres of variability,

Three wates

Inventory growth in the postwar period proceeded in three
major waves which were ¢losely related to the eyelieal be-
havior of total basiness netivity. The fivst of these may be
dated rcughly from the start of 1946 1o LO50 and it
origin in the economie raudfustmmit and the burst of re-
stoclking which followed World War IL.  The second wave—
extending from 1950 to 1954 —was aparked mnitially by the
reeuperative '[j::rwm of the private economy, and {uter in-
fluenced graatly hy the Korean confliet. The third, extend-
ing from 1954 to 1998, wos affected l;l;r a more varied set of

factone which arve not readily elassifinble nnder any single -

heading.
In each of these periods, inventory investment accelernted
up to 4 grest and then receded before turhing negstive in.
& concluding phass. However, as shown l);glnw, Tiquid
tions canceled only part of the increases that had occ
in the bnildup stage of the same cyele.  Thus, the 19494 igqui-
dation offset about one-Afth of the additions that had tﬂen
place since the and of World War II; the 1983-54 liguida-»
tions canceled about cne-sixth of the nerease from 1950 up
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reductions offset nlmost half of the preceding cyelical mrowih,
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"The net accunnlations over the conrse of the entire Interval
totaled $3034 billion (in 195T prices), with abont one-third
peeurring in the 194549 period, almost one-half in the
125054 period, and one-sixth since then.

Summary of durable goods

As oom be seen from the fivst chart, durnble goods stooks
ascounted For most of the finetuntions in total nonfarm in-
vemtories during the postwar period.

This greater sensitivity of hard goods inventories is closaly
related to the instability of the nd for durable goods.
Private demand is in tly vmeven and is, moreover,
bunched or postponed in response to changes in the ecomomile
sircnnstancas -:»;l tha purchaser. ifts in the volume
of Government demand for durables, stemming from rapid
changes in defense requivements, have also been o source of
ingtnbility in this ares.

In the chart the durnble goods inventory e is com-
pared with final purchases of all durable 8. The latter
ancompass conaumer durables, prodacers’ durable equipment,
durables bought by Government and those pulﬁmaad
foreign customers, The chart shows the large fluctuations
in this type of demand end the abrupt changes in inventories
that have followed them closely.

Ome must not, however, aseribe too closa a relationship to
the twop series. Durabla goods inventories ars influenced
also by developments in other dnal markets-for instance in
the market for construction. Moreover, inventory invest-
ment is aifected by factors other than corrent purchases—
much a3 expectations relating to futurs supply and sost and
price developments. The following summmey of durable
goods Inventory movements in €he postar period will bring
out the influense of currant demand and of other factors,

The initial phase of the inventory swing which followed
the war reflected reatocking for civilian wees.  During
the war, private ontput of consumer and producer durables
woy restrieted, and the azseeiated inventories wera corre-
spondingly teduced. In addition, Government contrels
oper to hold stocks to a minimum. :
After the war, inventory holdings were built up to support
azpanded production for civilians and to vestore more us
inventory-sales ratios. With direef Government purchases
ﬁ'reapljr reduced, and & much larger proportion of total pro-

uckion Howing ence more through regular trade channels,

inventory accummnlation, by distributors was particularly
. heavy. Themajor phase of fhe restn-clunﬁ movement Appears
to have been complated by the end of 1040, and the inventory

risa proceeded at a much more moderata rote thereafiar.
Owing mainly o & decline in business fixed investment,
durable goods purchases began to drop in the opening quar-

ter of 1949, and o sharp liquidation in hard g inveniories
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began in the second. Inventory movements in this yeur were
eatly influensed slsc by strikes or the threat of sirikes in
e automobile and steel indnstries.

1950-54 Period

After the outhrealk of the Korean conflict in mid-1950,
finnl parchases of durable goods, which were nlready ad-
vauging in the first helf of that year, sweed forward nnd
hard goeds inventories with them. With the rience of
wartime shortages still fresh in the public mind, waves of
anticipatory buying occurred in the thizd quarter of 1950
and in the opening quarter of the following year. ‘Fhese
surges in demsnd were so sudden that they outsiripped the
rising velume of production, and in each cage they reduced
temporarily tha rate of inventery seeumulation below what
it would otherwise have bean. Thiz snw-toothed pattern is

‘clearly seen in both of the durables curves depicted in the

chart, Business concern over the futvre conrse of supplies
and prices also were important fnctors lifting the rate of
inventory acoumulation to record amounts in éhis period,
With fall utilization of the labor fores and of the expand-
ing tmdustrinl capacity, and & marked rise in productivity,
the aational cntput expanded rapidly during this odl.
This expansion hal?eﬂ to allay concern shout excess Ae:ma.nd
and sericus physical shorteges. The fact that both consumers

Stock Movements in Thwee Postwar Cydes
Show Simélar Timing Pattemns .
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6 SURVEY OF CURRENT BUSINESS

mu;ldgrnduqers had been successful in ndding to their durable
goods holdings had similse effacis. Tax inereases and Gov-
ermuent controls of prices, wages, credit, and the flow of
sirotegic commodities guve some assavance that infation
wo kept in check. ) i

Accordingly, a broad corrective movenient. started in the
avtumn of ]igﬁﬁl and 1n the ensning three guarters the rate of
inventory accwmulaticn fell sharply., This reduefion m-
creased the volume of cutput svailable for final use and
facilitated the orderly adjustment of the economy to the
combinued massive expanzion of national defense purchases.

Durakle s inventories continned to mount at moderate
rates until the business downturn of 1958, The pattern dur-
ing 1952 was greatly affected by the steat strike, which led
0 smme dquidation 1n the second quarter of the yesr. The
subsequent rebound was mainly a reaction to this temporary
dislocation. It also refleeted some acceleration of aggraguie
derand, as Government Hmitations on private markets were
grudualijr removed during this peried.

The durable goods inventory liquidation which ceenrred
during the buginess contraction of 1953-54 reflectad mainly
the reduction in the nationnl defense program. It was vein-
forced by the decline in business expenditures for plant and
equipment, and, 1o a nnch lesser extent, by a dip in the final
demand for consumer durshles.

The post-1954 period

Durable goods stocks began to inerense again in the open-
ing quarter of 1945 and continved to be avgmented wntil the
fingd gqoarter of 1957. With strong advances m sutomabiles
and other consumer durables and in business outlays for
capital equipment, final perchazes of dorables moved shead
briskly in 1855 and provided the mein impefus to the aceu-
molatien ¢f durable goods stoelrs in this peried. From the
closing quarter of 1355 to mid-1957, final purchases wera
maintained at o generally high level and mventoriea con-
tinned thair advanes, though the rats of ncrease slowed
appreciably after mid-1956, L

n the 195758 recession inventory liguidation was asso-
ciated with » genem] downtwrn of durable goods demsnd.
The lar redustion ocerred In producers’ dorable eguip-
ment. wetions in new-sar purehases weve also sitbstantial
Governsnent &%umhases of durable goods regisiered only a
moderate and brief decline. JHowerer, new ovders for major
procurement items wers cut back shmply in the second hndf
of 1957 bafore baing stepped up again in the firgg hntf of 1958,
The reaction was particularly swtable in aiversft and ofher
defanse-ralated industries

Inventory lignidation reached o peak in the firsk gosrter
of 1958 and diminished thereafter with the recovery of

eral bugsiness netivity. DBy the fonzih guarier, lignide-
tion had censad and, a3 nlready n there was n sizable
accumuistion in the opening quarter of 1955,

Nondurables less sensitive

Inventory moveaments in nondarable goods were nffected by
many of gome Torces which influenced durnble ds.
The restocking movement after World War IT and the
anticipatory buying in the Eorean poriod, for example, had
mprled affects on nondorable goods inventories. Odn the
whele, however, these inventeries fluctuated within much
naerower limits than did stocks of dwrabis .

The greater stability of nondurable inventories re-
fleets the comparative steadiness of the Aoal demand for non-
durables, 16 bulk of this demand comes from consumers,
and short-term changes in consumer sutlays for nondurables
ara generally moderate. Morecover, consumer purchasing

“April 1058

lins been supported by the aelative strongth of disposnble

rsonal income in the postear period. The factors that
elped to stabilize dispeankle income—nnemployment insur-
ance benefits, cnmpansaﬁnf chonges In tazes, snd mainte-
nanee of corporate dividen I;Eme{lts in spite of fAinctuations
in after-tax earnings—have been discused frequently in the
STrvET.

CHARACTERISTICS OF FLUCTUATIONS

In spite of the variety of forces aeting upon them, inven-
fories ]l:iwe. displayed some veewrent patterns of hehavior in

the pastwar period.  These will now be swsmari

Two frots about the course of postwar stocks have already
been suggﬁl‘;ted. The broad swings in inventoxy holdings
wera of about the snme Jength as those in GNP and totn!
fina) purchases, and like them were characterized by vela-
tively short downtwrns which wers followed by extended
peviads of recovery and growth.

The second chart i3 in index form, with stoek=s in ench of
the penk GNP quarters as the base. The troughs of the vari-
cus business cycles are made ceincident to Epermﬂ Ermin
nmnt}lmlismm, palz and low quarters of GNFE were selecter
on the ground that GNP constitutes the broadest measure of
total ontput and of the business cyele. Final purchaszes
{GNP exclusive of inventory chanpe) and other variables
relnted to inventory behuvior will, however, be introduced
auhs:equentl{'. A

The smplituda of the postwar inventoy waves con be
expmined conveniently by reference to this chart. In the
1249 recesszion, stocks dipped 4 percentage poinis from their

alr to their low. The swing in the 1954 recession was nhout

sune. On the basis of preliminary deta, the 1957-58 de- .

cling nppears to have been seomewhat move pronounced.

[ ] N !
Stocks at business turning potnits

A, fenture of the three major movements is that n lng of
approximately one quarter oceurs after the peak of brsiness
activity before total inventories begin to decline. More
gpecifically, o emall vise in stocks is re?stewd in the gquarter
following the Eamk in ontput. A lng of one gquarter is fornd
also when pecls of fnal %urclmses instend of total output are
uszd ns ponts from which to date the downiurns—sezcept in
the last cycle when the downturn in stocks coincided with
that of final sales. {It should be noted that timing com-

rigon in terms of meonthly data might differ somewhat .

rom those summarized hera.}

Ancther feature of the chart is that stocks continue to
deciine until the recovery phaze of the business eyele is well
underway. In the first domwvntorn, stocls reached thair low
two qauarteys after the trough in total cutput, The zecond

ad of liguidation sho s stock minimum ene querter

ater than the low in business activity, with only a very slight

Tize in the next. Prelimingry data for the most recent bus-
ness eyele indicate o three-quarter ing.

When stocks are related to lows in final purchases rather
than in toin] cutput, the laps are thres, one, and two quarters

respectively.

Maximum eccumulation early
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Tha lags mentioned above imply, of eourse, that inventery b

ramain positive afier

' ch;m%:ﬁ " “and nﬂﬁnﬂim after
fronghs in economic activity., An addifional characteristic

of inventory investment is that it reaches a maximum long
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' hefore the peal in business activity cecurs, This maximum
iz nssociated with recovery from relatively low invento
positions. Theresfter, inventory growth tends 4o procee
at rednced rafes until nfter the buziness downturn. |1 early
peak in inventory accurnulation hng glready been pointed eut

m connection with the summary of dvrable goods inventory

movements.daring the postwar pariod. : .
In contrast, the maximum rate of inventory redmction
tends to coincide fairly closely with the trowghs in business
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activity. This is veally implied by éwc observations made
eurlier—namely, that the downturns in business activity and
stoeks are separated by only one quarter, snd thet both were
of relatively short duration.

© Stock-outpus ratios

The bottom panel of the thivd chart, which shows the ratig
of stocks to . makes sxplictt the relative movement of
. inventories and output ower the postwar peried. Sinee the
ratiog do not reveal evidence of trend, 2 line drawn at the
average Tadio is included for refevence. The pattern is
ons of more or less regular ascillation around the average
line.

In each of the ¢ycles the ratio of stoclos to GNP is seen to
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increaze afterthe peal in economic activity is renched. Both
the absolute incrense in stocks noted above and the decline iz
output contribute to this rize in the fivst quarier of the con-
traction. .ﬁ.lthméghsmck?. nre liquidated very rapidly in the
Iater stages, the decrease is msuflicient to offzeb the effects of
the premounced decline in output. As 5 result, the ratics
show sigpificant improvement only after the uptwrn in
business occlirs _

The dovnward course of stock-cutput vatics eontinues
after stocks begin to accumulate. In the first. and second
upturns, for which data arve complete, the lew point in the
ratic i reached approximately five quarters after the troagh
in business activity. Adfter that stguk-_uuzfmt ratios begin
to rizs wmin. Hewever, no uniformity in the movemenis of
the ratice is found for the periodz immediately prior to the
business downtarn, The fixst cyule shows a slizht increase,
the second a decrease, snd the third approximate stability.

When stocks are related to final purchases racher than

outpud a similar paitern emersges.

Measures of volatility

As is apparent from the previous review of postwayr in-
ventory developments, the comrse of durable inventory move-
ments was charocterized by mneh more volatility than that
of nondurahles. If the mean depariure of inventory invest-
ment from its average for the period is nsed as & rengh mnens-
ure of absolute cpclical ‘vm'iabllit{, it is found te ba $3 billion
gt annual rates for durables, while nondurable goods varied
by only about 134 billion. In addition, durab Is m-
wantories display a marked tendency toward erratie behavior,
with large Zes in investment befween adjacent guarters.
The averags quarter-to-quarter chonge was also $3 hillion
for durables and §144 billion for nondurables.

Although these measnres are suggestive of the marked
volatility of durfhlqus inventorzes, they do net mnke
ethmt their major in eaeh of the postwor cycles. This
role can be seen from the contrvibution of dwrabie stocks te
the total drop in inventories from prerecession to snbse-
quent lows, En the fiest postenr downinrn, duesble stocks
accounted for npprozimately 83 percent of the total inventory
decline. In the second downtmin, they dropped more than
total nonfarm stocks, with nendurable stordes offsetting part
of the redyction. In the most recent cycle, dwable goods
contributed about 80 percent to the fotal liquidation.

Ancther indim%iun n‘f f. clieal msiﬂv&i: _b;fﬂdl.llmbla
goods—in terms of tofal holdings—is provi e lower
panel of the second chart. As eam be seen, derable goods
Inventories declined by about & percent in each of the postsyar
dqumIJ:ns—ahnut twice as much as nenfann Invenfories ns
8 whole.

In centrmst fo the marked liguidetions in durable goods
stocks, nondurable inventories showed remmrkable insensi-
tivity in each of the vecessions. Im the first two downiburns
such stocks dipped only slightly. In the 1957-58 recession a
mare propounced dip in saft inrentories appemys to
have occurred.

Industry variations

Considarable differences in nbsolute virinbility sve found
also on an industry basiz. Crelical variability, a5 measured
by the average departure from the typical postwar rate of
3 was highest for maputacturing, $2 billion af annual
rates. Ratall trade followed with $114 billion. If the aver-
age clange in investment betwean adjucent quarters is nsed
to measure erratic movement, & valus of $2 billion is obtained
Tor manu:t‘autm-mgi and $114 billion for retail trade.

The Inrger absclute variability of manufacturing than of



8 : SURVEY OF CURRENT BUSINESS

refadl stocks stems from two factors. First, dureble goods
mventeries have a larger weight in total manufactoring than
‘in tota) retail stocks. Second, the va;:'inbilitg of dureble
stocks is higher in manufacturing than in retail irade,

Although the manufasturing indnstries held ondy o littla
more than one-half of all nonfarm inventories, they account
for mogt of the obsorved C{Dhcal tuetuntions, fivst
angd third eyeles they contributed abeut three-quarters to the
total nonfarm drop; in the second they accounted for virtu-
ally all of the decrense,

LONG-TERM CHANGES
IN INYENTORY-OUTPUT RATIOS

The last chart Emm annual inventory— (NP ratios since
ihe end of World War X The central point thii emerges is
thet the esenomy has opereted with %ﬂm&tﬁ]y ong-
fourth less inventories pev dollar of real i the postwar
Jeriod than in tlie 1920%.

In view of the ayelical influencas to which inventory-output

~ ratios were Eullijel:t_during the 1830% and the dislocations of
World War IT which they sobsequently reflected, it is not
possible to sstablish when the new, lower long-term ralation-

ship betwaen inventory holdinge »nd cutput was estahlished.
Tke data do tend to suggest, however, that the changs had
oocurred by 1940-21, and that the esonomy retnrned to thess
new relationships afier the abnormal conditions stemming
from the wnr had been removed. In any event, it is guite
elear that the postwar period is humu%aneous in this mliﬁft;
a3 has been pointed out earlier, 2noual inventory ratios have
been gquite stable
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A basic question is raised by the observed long-run decline
in the overall inventory-output ratio. Is the radunstion due
to poumine ehanges in the inventory-ontput ratios of tha com-

nent. industries or does it rveflect deciines in the relative
1m1mr;.mme of industries that have high inventory-output
ding

Analysisof this problem is hampered nwinly by the absence
of proper brenkdowns of the volume of GNP by industry

April 105%

of origin. Howevet, soma tentative conclusiens can be estah-
hsh&:igg; wsing the movements of the ¥RE index of mann-
factures and of a rough series of constant-dollar retual trade
sales as indieators of the changing relative importance oi
t{ihm two industries in the total volume of national pro-
nedion.
As can be seen from line 1 of table 2, the average manufae-

turing inventory-output ratio in 1947-88 was about -one-
fourth Jower than the corresponding a‘?emtge':for the 150028
jod. Line 2, in turn, imdicates that the manofactorin

share of the total national output inereased by about one-fif
gver the snme interval, This incrense served {0 reduce the
dscline in the ratio of manufacturing stocks to total GNF
to ahout one-tenth, ss shown in line & (Linae 3 is equal to
the product of lines 1 and 2 within the limits of reunding.)
a comparable caleulations for retsil trade can be made
only for the pariod since 1020, The estimates show that the
ratio of retail invemtories fo deflated refas] trade fell by

Ratio of Stocks to GNP —1219-58

Fostwor rafios relativaly stable and lowar
than in the 1920%
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almosi one-fourth from 1929 to 1947-58 (lina 4}. 'The ratio
of deflated retail tradas to total GNF dvopped only slightly
{line §) and consequently had little eﬁacf on the movement
of the retail inventory-GNFE ratic. :

This nnalysis s
nonfarm inveneory holdings in relation to GNP refecte gen-
uine reductions in inventory-outpot ratics within indystries.
In fnct, the relative ineresse in _im]imrtnnm of manufac-
turing, which is an industry that is characterized by high
inventory-ouiput mhﬁhas liamG%ad the decline of total

tive to ' )

nonfarm inventorics re

therefors, that the decline in total



